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Abstract 
In India, micro, small and medium-sized enterprises (micro SMEs) play an important role in the country’s economic 
development. According to RBI, the definition of Micro Small and Medium Enterprises (MSMEs) is as follows: 
Enterprises engaged in providing or rendering of services and whose investment in equipment (original cost excluding land and 
building and furniture, fittings and other items not directly related to the service rendered or as may be notified under the 
MSMED Act, 2006 are specified below. 
a) A micro enterprise is an enterprise where the investment in equipment does not exceed Rs. 10 lakh; 
b) A small enterprise is an enterprise where the investment in equipment is more than Rs.10 lakh but does not exceed Rs. 
2 crore; and 
c) A medium enterprise is an enterprise where the investment in equipment is more than Rs. 2 crore but does not exceed 
Rs. 5 crore.  
The research paper focuses on the point (a) of the above definition: The micro enterprises. Finance forms the most critical input 
for a business enterprise whether large or small. All firms require financing to grow and survive. Sources of finance may be 
external, such as loans, equity infusions, subsidies and government grants, or internal such as generated cash flows or owned 
funds. Many firms are self- financed in the beginning. Once the firms reach certain degree of maturity in the development of their 
product line and customer base, external finance becomes available. The flow of institutional finance is linked with the credit 
worthiness of the enterprise. Micro enterprises, due to their small size and low capital base, generally find it difficult to satisfy 
the conditions laid down by the banks, particularly, in establishing the viability of the project, meeting collateral requirements 
and making timely repayment of loans. Hence, they do not find a place among the preferred clients of the banks. 
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In today’s world, micro businesses and particularly new ones are seen more than ever as a vehicle for entrepreneurship, 
contributing not just to employment, social and political stability, but also to innovative and competitive power. The focus has 
shifted from small businesses as a social good that should be maintained at an economic cost, to small businesses as a vehicle for 
entrepreneurship. With this shift came the renewed perception of the important role of entrepreneurship. Indeed, recent 
econometric evidence suggests that entrepreneurship is a vital determinant of economic growth. 
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1. Objective 
 
The main objective of the research paper is as follows: 
 
a) To find out about the various sources of finance available to micro enterprises 
b) To understand the other constraints that micro entrepreneurs face 
2. Review of Literature 
 
Meaning of Micro entrepreneurship : In the Indian context a Micro Enterprise can be defined as a business with 
lesser than 10 employees and an initial investment of less than 10 Lakhs. Most microenterprises cater to the local 
areas in the vicinity of their setup. 
 
Microenterprises is the critical factor in improving the quality of life and increasing the GDP of developing 
countries. Microenterprises allow poor families to earn a livelihood and serve their localities by providing goods and 
services. Micro Enterprises have helped many individuals to secure a life of dignity and reduce poverty. 
 
“Microenterprises can be defined differently, depending on country’s stage of development, policy objectives, and 
administration.” -World Bank 1978 
 
Micro and small enterprises are defined as those having fixed capital or a number of workers under certain threshold 
levels. Microenterprises include small businesses and shops, cottage industries, transport services, etc. 
There are three main activates that may be conducted under microenterprises. These are broadly categorized as 
production, trading and providing services. The research concentrates more on the trading activities. 
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Three broad categories of economic activities under Micro Enterprise 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Production: The poor may be involved in agricultural or non-agricultural activities. Agricultural activities include 
farming, cattle rearing, poultry rearing and fisheries. Non-agricultural production can include a lot many activities 
ranging from food processing to producing different handicrafts and household items like pots, mats, cloth, etc. 
 
Trading: It includes shop keeping, tiny business, and selling of specific items like vegetables, fish, etc. 
Services: This includes barbers, florists, cobblers, rickshaws, boats, or motor vehicles used as taxis etc. 
Growth in microenterprises is important because it is an important source for employment generation and growth of 
poor countries. Limited employment opportunities clubbed with high population in the agricultural sector and the 
modern manufacturing sectors leaves a vast mass of the labor without any productive employment. Microenterprises 
play an important role in employing the surplus labor force productively. 
 
A World Bank study points out the benefits of microenterprises are as follows: 
 
Benefits of Microenterprises - Issues related to Microenterprises 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Increasing the aggregate output 
Enabling the efficient use of capital and labor 
Initiating indigenous enterprise 
Bringing a regional balance 
Improving the distribution of income 
Low Wage & High cost of finance  
Limited input and output market 
Inadequate infrastructure facilities 
Limited access to funds 
Primitive Technology 
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 Financial institutions and Micro entrepreneurs 
 
Micro firms usually do not have any access to funds from financial institutions like banks. Physical restraints stop 
the financial institutions to collect information on these prospective clients and once credit is advanced, it is difficult 
to monitor the use of the funds. 
Other factors of micro entrepreneurs like low numerical skills due to illiteracy, caste/ethnicity/gender aspects 
preventing interaction also sum to the adverse selection problem. 
Micro entrepreneur are not in a position to submit collaterals due to poverty, this also contributes to their inability to 
raise funds. Financial Institutions find it costly to give loans to these micro entrepreneurs. As the size of the loan for 
microenterprise is small, the administering cost of loans increases. These economic factors make it impossible for 
financial institutions to offer credit to microenterprises. 
There are a number of problems of financing that become more acute in case of microenterprises run by 
impoverished. These enterprises are important means to increase employment and reduce poverty; therefore there is 
a need for a social financial intervention of funds for the micro entrepreneurs. 
There are two approaches of financing microenterprises. First, the linking approach under which conventional 
financial institutions are linked to the entrepreneur through some intermediary like a government agency, a non-
government organization (NGO) or a local group. 
The other approach is to provide microcredit through specialized organizations government agencies, cooperatives, 
and development finance institutions. 
 
Motivations and Challenges 
 
Motives for business ownership also included increasing income, becoming their own boss, and to prove that they 
can succeed were also most important reasons. Certain necessary conditions for business success were reported to be 
reputation for honesty, providing good customer services, and having good management skills. Friendliness to 
customers and hard work were also critical for high-performance enterprises. Among the problems encountered by 
entrepreneurs, unreliable/undependable employees were the most critical. Intense competition and lack of 
management training also proved to be great challenges for micro entrepreneurs. 
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3. Illustrations 
 
2.1 Results 
 
Age Group in years Percentage 
16-25 years 3 
26-35 years 22 
36-45 years 41 
46-55 years 28 
56 and above 6 
Gender of sample  
Male 98 
Female 2 
 
 
Discussion: The sample primarily consisted of male respondents within the age group of 36-45 years. This shows 
that the female population in microenterprises is lesser compared to males. 
 
Occupation  Percentage 
Mason / Carpenter 4 
Mechanic 8 
Barber 3 
Street Food Vendor 15 
Hawker 16 
Cobbler 2 
Washer man 5 
Grocery Seller 24 
Electrician 9 
Florist 8 
Plumber 4 
Other 2 
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Discussion: Majority of the respondents were Grocery Sellers, followed by Hawkers and Street Food Vendors. This 
indicates that a huge mass of micro entrepreneurs are engaged in the business of consumables or food (very low 
shelf life i.e. smaller inventory size) 
 
 
 
Initial Investment Percentage 
500-1,000 9 
1,001-5,000 10 
5,001-10,000 15 
10,001-20,000 18 
20,001-30,000 30 
30,001-40,000 17 
40,001-50,000 1 
50,001 and above 0 
 
Discussion:Bulk of the respondents fall in the category of Rs. 20,000 to Rs. 30,000 as initial investment. The 
number of respondents investing more than Rs. 40,000 falls sharply. This pattern indicates that micro entrepreneurs 
avoid high investment business as most of the entrepreneurs in this category are impoverished. 
 
 
 
Discussion:The majority of the micro entrepreneurs utilized their own capital followed by borrowed capital from 
friends and family in order to fund their businesses. This indicates that there is reluctance to borrow money from the 
bank in order to avoid the cost of capital 
 
 
Sources of  Initial funding Percentage 
Private banks 0 
Rural banks 0 
Nationalized bank 2 
Co-operative banks 14 
Money Lenders 1 
Own Capital 40 
Friends & family 25 
Credit Societies 18 
[VAL
UE][
[VAL
UE][
Do you buy purchase goods 
on trade credit?
Yes No
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Discussion: This indicates that most of these micro entrepreneurs do not have enough money for meeting their 
working capital requirement; hence they rely on trade credit for smooth running of their businesses. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Discussion: Most of the micro entrepreneurs prefer to let go the additional interest earning which could have been 
earned from a bank account in order to maintain liquidity in their business. They utilize their day to day earnings as 
petty cash for the following day. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
0
[VAL
UE][
[VAL
UE][
Do you retain your profits in 
a savings account?
No Yes
0
[VAL
UE][
[VAL
UE][
Would you like to take a loan 
to expand your business?
No Yes
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Discussion: The above figures clearly indicate that the micro entrepreneurs are risk averse and would not take a 
loan to expand their business. For these entrepreneurs the business is simply a means for sustenance and not a 
means of growth and prosperity. 
 
Prime Reasons for aversion to loans 
Expensive 81 
Time consuming 98 
Savings Account 60 
Documentation 96 
 
Discussion: This data emphasizes the issues that theses micro entrepreneurs have in raising loans for their 
businesses. There are a number of reasons because of which these entrepreneurs refrain from taking loans, a huge 
number of respondents feel that the process of raising loans is extremely time consuming. They believe that the 
documentation is very tedious. 
4. Recommendations 
 
The recommendations for the report involve the following. They aim at reducing the complications in availing a 
loan; it includes the flexibility that should be given to the micro entrepreneur in the banking procedure, extension of 
credit facilities to the entrepreneurs, running of a public awareness campaign to make them aware of the new 
changes in the banking system and the benefits one would get by using these facilities. These are discussed in detail 
as follows: 
 
4.1 Process of granting loans must be simplified 
The process of availing loans requires a huge amount of paper work. The micro entrepreneurs need to submit a lot of 
papers including their plan, cash flow and funds flow statement, their working capital requirement plan etc.  
This process is extremely cumbersome and needs amendment; it should be simplified in order to enable these small 
entrepreneurs to make full benefit out of it. 
Government should also take steps to educate the micro entrepreneurs and create awareness among them about the 
benefits of taking loans. 
 
4.2 Reduction in rigidity of banking procedures 
Banking procedures should be made more flexible to accommodate the micro entrepreneurs and bring about ease of 
use. 
Credit facilities should be made available easily and assistance should be provided by financial institutions and 
banks to the micro entrepreneurs. 
 
4.3 Running Awareness Campaign 
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The changes in the plan would be futile if there is no proper communication about the same, government and the 
financial institutions should take proper steps to create awareness about these changes, Education campaigns may be 
run in different states to make the micro entrepreneurs aware about the change in the system and its usefulness. 
